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MARYLAND 529

Maryland529

formerly College Savings Plans of Maryland

December 2017
Dear Friends,

Since our inception in 1998 with the launch of the Maryland Prepaid College Trust, our goal has been to help make college more
affordable for Maryland families. We have made many significant strides toward that goal through our two college savings programs,
the Maryland College Investment Plan and the Prepaid College Trust. We are excited about the growth of the programs over the last
year and the recent launch of the Maryland Achieving a Better Life Experience (ABLE) program that helps individuals with disabilities
save to meet qualifying disability expenses.

Families across Maryland continued to entrust their college savings with Maryland 529's two college savings plans. At the close
of the fiscal year, accounts were held on behalf of approximately 215,000 beneficiaries across the two plans and assets totaled
over $6.2 billion.

The Prepaid College Trust remains sound and was fully funded at fiscal year-end. The driving forces were strong investment
results and lower than anticipated tuition increases. The Prepaid College Trust investments increased by 12.3%, reaching over
$1 billion. One advantage of having an actuarial surplus is that it can help to reduce the impact of future events that could
detract from the Trust's soundness such as lower than expected investment earnings, higher than expected tuition increases,
or both. With accounts held on behalf of 32,306 beneficiaries as of October 11, 2017, it is reassuring to know that the Prepaid
Trust is in such strong fiscal health.

Investments in the Maryland College Investment Plan reached approximately $5.2 billion as of June 30, 2017. In addition, the College
Investment Plan had a net gain of 13,000 beneficiaries and reached a total of 182,617 beneficiaries at fiscal year-end. With more than
$520.9 million in contributions from account holders and mixed investment markets during the fiscal year, the average account
balance was $28,407 as of June 30, 2017.

A college education is now the second-largest expense an individual is likely to make in a lifetime — right after purchasing a home.
And the cost of college is becoming harder to manage. The percentage of borrowers who owe $50,000 or more has tripled over

10 years, according to a report by the Consumer Financial Protection Bureau. Maryland families will need to continue to save what
they can afford, in order to be able to send their children and grandchildren to college without incurring burdensome levels

of debt. Maryland 529 is here to help our families reach this goal.

Thank you for making college savings a priority for your family and participating with Maryland 529. Every dollar you save results in
achieving your student’s higher education goals with a lower amount of student debt.

Sincerely,

The Board
Maryland 529
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Definitions of the benchmarks cited in the report: Bloomberg Barclays 1-3 Year Government/Credit Index—tracks the total return of Treasury bonds, agency securities, U.S. corporate
bonds, and some foreign debentures and secured notes, with maturities of one to three years; Bloomberg Barclays 1-5 Year U.S. Treasury TIPS Index—measures the performance of
inflation protected public obligations of the U.S. Treasury with maturities of one to five years; Bloomberg Barclays U.S. Aggregate Bond Index—tracks the performance of
investment-grade corporate and government bonds; Citigroup 3-Month Treasury Bill Index—tracks the performance of short-term U.S. government debt instruments; Credit Suisse
High Yield Index—tracks the performance of domestic noninvestment-grade corporate bonds; FTSE All World Developed ex North America Index—tracks the performance of
large-cap non-U.S. companies; IBF Custom Blended Benchmark—tracks an international basket government, corporate, agency, and mortgage-related bonds; J.P. Morgan Emerging
Markets Bond Index Global—tracks U.S. dollar-denominated government bonds in emerging markets countries; MSCI EAFE (Europe, Australasia, and Far East) Index—tracks the
performance of non-U.S. large-cap developed market stocks; MSCI Emerging Markets Index—tracks stocks from emerging markets countries that can be traded by foreigners, Real
Assets Broad Weighted Benchmark—tracks a blend of global natural resources, real estate, metals and mining, and precious metals stocks; Russell 1000 Growth Index—tracks the
performance of large-cap U.S. stocks with higher price-to-book ratios and higher forecast growth values; Russell 1000 Value Index—tracks the performance of large-cap U.S. stocks
with lower price-to-book ratios and lower forecast growth values; Russell Midcap Growth Index—tracks the performance of mid-cap U.S. stocks with higher price-to-book ratios and
higher forecast growth values; Russell Midcap Value Index—tracks the performance of mid-cap U.S. stocks with lower price-to-book ratios and lower forecast growth values; Russell
2000 Index—tracks the performance of 2,000 small-cap U.S. companies; S&P 500 Index—tracks the performance of 500 primarily U.S. companies; S&P Total Market Index—tracks
the performance of a broad spectrum of small-, mid-, and large-capitalization U.S. stocks.

Russell Investment Group is the source and owner of the trademarks, service marks, and copyrights related to the Russell indexes. Russell® is a trademark of Russell Investment Group.
MSCI makes no express or implied warranties or representations and shall have no liability whatsoever with respect to any MSCI data contained herein.
The MSCI data may not be further redistributed or used as a basis for other indices or any securities or financial products. This report is not approved, reviewed, or produced by MSCI.

Bloomberg Index Services Ltd. Copyright 2017, Bloomberg Index Services Ltd. Used with permission.
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Maryland 529 - Features and Benefits

Maryland 529 (formerly College Savings Plans of Maryland)
offers affordable and flexible options to help families save
for higher education expenses and help lessen or even
eliminate the need to borrow in the future to finance a
college education. By choosing one or both plans, families
are likely to find an option that suits their individual investing
style, comfort level and budget.! Both plans can be used at
nearly any public or private college nationwide.

The Maryland Prepaid College Trust (sometimes referred to

as Prepaid College Trust or Trust) allows participants to lock in
future college tuition at today’s prices and is backed by the
security of a Maryland Legislative Guarantee. In the event that
the Trust ever experiences a financial shortfall, Maryland law
requires the Governor to include funds in the State budget to
allow the Trust to pay full benefits. As with the entire State
budget, the Maryland General Assembly has final approval.

Families can purchase as little as a 1-semester University

Plan or a 1-year Community College Plan and can then
purchase additional semesters or years at nearly any time at
prices in effect at the time of purchase. Account holders can
purchase as many as seven years of University tuition benefits,
although no more than five years can be purchased on a
single account. The Trust is open to 12th graders or younger,
including newborns, although beneficiaries must be enrolled
in the Trust for at least three years before they can begin to
use their tuition benefits.

The Maryland College Investment Plan (sometimes referred
to as College Investment Plan or Plan) is overseen by

the Maryland 529 Board and managed and distributed by

a program manager, currently T. Rowe Price. It allows
participants to choose from a variety of mutual fund-based
portfolios. These options include Enrollment-Based Portfolios
with investment allocations which are adjusted over time

to become more conservatively invested as a child ages,

and Fixed Portfolios with investment allocations that remain
relatively static throughout the life of the investment.

Flexible contribution amounts start at $25 per month with
automatic monthly contributions. In addition, the Plan has no
sales loads, commissions, annual account fee, or enrollment
fee. The College Investment Plan is open for enrollment
anytime during the year and is available to children and
adults of any age. While most accounts are established for
beneficiaries who are 18 years old or younger, the Plan can
also be a good choice for adults who wish to save for their
own future higher education at the undergraduate or
graduate level.

This Plan can also be used towards eligible trade and
technical schools. Accounts can even be opened for a child
who is not yet born. A future parent or grandparent can open
an account with him/herself as both the account holder

and beneficiary. When the child or grandchild is born, the
beneficiary can be changed to be the newborn child.

This allows an early head start on saving for college.

Another way families can save for college is through the
State Contribution Program. Designed to help low-and
middle-income families in Maryland save money for higher
education, individuals who open a College Investment Plan
after December 31, 2016, and submit an application between
January 1 and June 1 may be eligible to receive a $250
contribution from the State. For more information, please
visit Maryland529.com/MDMatch250.

In October 2017, we were pleased to learn the College
Investment Plan was one of ten plans in the country to receive
a"Silver”rating from Morningstar, Inc. Morningstar believes
that plans with a silver rating are among the best-in-class
options and follow many of the industry’s best practices?

The Prepaid College Trust and the College Investment Plan
are Section 529 plans - named after the section of the Internal
Revenue Code that permits states to establish and administer
tax-advantaged college savings plans. Both plans offer
generous Federal and Maryland State tax benefits including:

- Tax-deferred growth at the Federal and Maryland State level;

- Tax-free earnings at the Federal and Maryland State level
provided the funds are used for eligible higher education
expenses; and

+ Maryland State income deduction of contributions to
either or both plans, up to $2,500 annually per account or
beneficiary, depending on the plan. Contributions in excess
of $2,500 annually in either plan may be carried forward and
deducted in future years. The income deduction is available
to both Account Holders and contributors. Account Holders
that receive a State Contribution to their MCIP account are
not eligible for the income deduction in the tax year they
receive the contribution.

'Please read our entire Enrollment Kit before deciding to enroll. If you or your
beneficiary live outside of Maryland, check with your state to learn if it offers tax
or other state benefits, such as financial aid, scholarship funds, and protection
from creditors, that are only available for investments in the home state’s plan.
The Enrollment Kit contains investment objectives, risks, fees and expenses, and
other information you should read and consider carefully before investing.
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2 Morningstar analysts reviewed 62 plans for its 2017 ratings (10/24/17) of which 10 plans received a "Silver” rating. To determine a plan’s rating, Morningstar’s analysts considered
five factors: the plan’s strategy and investment process; the plan’s risk-adjusted performance; an assessment of the individuals managing the plan’s investment options; the
stewardship practices of the plan’s administration and parent firm; and whether the plan’s investment options are a good value proposition compared to its peers. Plans were then

assigned forward-looking ratings of “Gold" “Silver,” “Bronze,” “Neutral,” and "Negative." Each year, certain of the industry’s smallest plans are not rated.

Analyst Ratings are subjective in nature and should not be used as the sole basis for investment decisions. Analyst Ratings are based on Morningstar analysts’ current expectations
about future events and therefore involve unknown risks and uncertainties that may cause Morningstar'’s expectations not to occur or to differ significantly from what was expected.
Morningstar does not represent its Analyst Ratings to be guarantees.

©2017 Morningstar, Inc. All rights reserved. The information contained herein: (1) is proprietary to Morningstar and/or its content providers; (2) may not be copied or distributed; and
(3) is not warranted to be accurate, complete, or timely. Neither differ significantly from what was expected. Morningstar does not represent its Analyst Ratings to be guarantees.
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Market Commentary

Market performance has a direct effect on the overall
performance of investments in the Maryland College
Investment Plan and Maryland Prepaid College Trust.
The following is designed to provide a summary of
market performance for the period ended June 30, 2017.*

U.S. STOCKS SURGE AS ECONOMY PICKS UP;
CORPORATE EARNINGS REBOUND

Steady economic growth and a rebound in corporate profits
lifted stock markets worldwide in the fiscal year ending

June 30, 2017. US. stocks were range-bound early in the
period amid caution before November's presidential election
and uncertainty about the timing of the Federal Reserve's
interest rate hikes. After the election, U.S. stocks soared as
investors pinned their hopes on tax cuts and deregulation.
A long-awaited corporate earnings recovery fueled the rally.
Overall, profits for the S&P 500 Index rose at their fastest
year-over-year pace in several years in the first quarter of
2017—a welcome change after five quarters of earnings
declines that began in mid-2015. The S&P 500 Index rose

to record levels through June, joining many global stock
benchmarks that reached all-time highs.

U.S. small-cap stocks outperformed their larger peers.
Growth stocks outpaced value stocks among large- and
mid-cap stocks, while small-cap growth and small-cap
value stocks fared roughly the same, according to various
Russell indexes. Nine of 11 sectors in the S&P 500 Index
advanced while two fell. Financials gained the most, driven
by rising interest rates, hopes for deregulation, and favorable
results of the Fed's annual “stress test”for banks. Information
technology was the next-best performer due to outsized
gains in a few technology and Internet stocks. Conversely,
telecommunication services retreated as wireless operators
grappled with weak subscriber growth and growing
competition. The energy sector declined as crude oil

prices sank in the first half of 2017 amid a persistent global
oversupply of oil.

Signs of steady economic growth outside the U.S. offset
mounting concerns about the administration’s ability to
deliver on its agenda. Evidence of a sustained recovery
grew more plentiful in Europe and Japan, helped by
ultralow interest rates and other accommodative measures
implemented by central banks in both markets. Emerging
markets stocks outperformed developed markets stocks as
the global recovery translated into increased trade, benefiting
export-driven economies across the developing world. All
major emerging regions advanced, led by Asia, as strong
growth in China drove economic activity in the region.

U.S.INVESTMENT-GRADE BONDS RETREAT,
BUT HIGH YIELD SHINES

U.S. investment-grade bonds slightly declined over the

fiscal year. In the second half of 2016, yields on longer-term
Treasuries rose and prices fell as economic data improved and
the Fed signaled that it was drawing closer to raising interest
rates for the first time since December 2015. (Bond prices

and yields move in opposite directions.) Yields spiked after
the election on anticipation of pro-growth policies and an
interest rate increase in December. This year, however,
longer-term Treasury yields reversed course as inflation stayed
tame and investors surmised that a new fiscal agenda would
take longer than expected to materialize. Following the Fed's
rate hike in December 2016, the central bank raised interest
rates in March and June and signaled one more hike in

2017. 1t also announced plans to start gradually reducing its
$4.5 trillion balance sheet consisting of Treasuries and
mortgage-backed securities later this year.

In the investment-grade universe, long-term corporate bonds
performed the best as credit spreads—the yield difference
between Treasuries and bonds with some credit risk—narrowed
as the earnings recovery supported corporate fundamentals.
On the other hand, long-term Treasuries declined.

High yield bonds widely outpaced their investment-grade
peers. High yield bonds rallied as they benefited from
commodity prices stabilizing well above their lows in early
2016, a subdued default outlook, and strong demand in an
environment of low-yielding securities globally.

Bonds in developed non-U.S. markets declined in dollar terms
as government bond yields in the UK and the Eurozone rose
over the past year. In the UK, government bond yields
rebounded from their post-Brexit lows and after some Bank
of England policymakers signaled in June that they were
leaning toward increasing rates. In the Eurozone, government
bond yields surged from very low levels as speculation

grew that the improving economy would lead the European
Central Bank to start unwinding its years-long stimulus
program. Currency weakness in the fiscal year’s first half also
hurt dollar-based returns. The British pound and Japanese yen
each fell sharply against the dollar over the last 12 months,
though most global currencies have appreciated against the
dollarin 2017.

Dollar-dominated emerging markets bonds rose modestly
in dollar terms, overcoming a postselection sell-off last
November. Stable global growth, higher commodity prices,
and relatively higher interest rates in most developing
countries helped support the asset class.

*This discussion is provided by T. Rowe Price and is not a comprehensive discussion
of all stock market performance. It is also not to be a comprehensive discussion of
risks associated with the Maryland College Investment Plan and Maryland College

Prepaid College Trust. For more detailed discussion of these risks, see the current
Enrollment Kit.



2017 ANNUAL REPORT

College Costs Review™

Increases in tuition and fees were relatively modest in
2016-2017, consistent with the trend in recent years. In the
10 years between the 2006-2007 and 2016-2017 academic
years, published in-state tuition and fees at public four-year
institutions rose at an inflation-adjusted average rate of

3.5% per year compared with an inflation-adjusted average
annual increase of 3.9% and 4.2% over the two prior decades.

While annual cost increases have slowed in recent years,
college costs remain substantial and continue to outpace
inflation. Below is the latest data from the College Board on
average higher education costs for 2016-2017 (see also the
accompanying table):

- The average total cost of a four-year public university for
in-state students rose by 2.7% from the previous academic
year to $20,090.

- The average total cost of a four-year private college rose
by 3.4% from the previous academic year to $45,370.

Note that the “average total cost”includes tuition, fees, and
room and board. It does not include expenses such as books,
supplies, and transportation, which can add several thousand
dollars to annual college costs.

Consistent, disciplined saving can help make college more

affordable and reduce the chances of having sizeable student

loan debt after graduation. It also allows families to take
advantage of further potential slowing in annual college
cost increases.

THE STATE OF FINANCIAL AID

Education borrowing has declined steadily in recent years,
but paying for college remains a significant financial burden
for students and families. Undergraduate students received
an average of $14,460 in financial aid per full-time equivalent
student in 2015-2016 (the most recent available data),
according to the College Board. The figure includes $8,390 in
grants from all sources; $4,720 in federal loans; and $1,350

in education tax credits, deductions, and Federal work-studly.

Education borrowing has come down from the dramatic
increases in financial aid awarded from 2009 to 2011 when
the U.S. economy was reeling from the global financial crisis.
Total education borrowing fell for the fifth straight year in
2015-2016, leading to a 15% drop from a peak in 2010-2011.
Besides reflecting the recovering economy, the data indicate
that solid financial preparation has been paying off for

some families and that 529 plans are an important option

in such preparation.

PUBLISHED TUITION, FEES, AND ROOM AND BOARD CHARGES - NATIONAL AVERAGE

Four-Year Public

Four-Year Private College College-In-State

2016-2017 Academic Year
Change from the previous academic year

Annual percentage increase over the past decade
above the rate of inflation

$45,370 $20,090
3.4% 27%
24% 3.5%

*Source: Trends in College Pricing 2016 and Trends in Student Aid 2016 published by the College Board.
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Maryland Prepaid College Trust

PROFILE OF NEW PREPAID COLLEGE TRUST ENROLLMENTS

New Enrollment by County

Of the approximately 1,478 new enrollments that were received in the past fiscal year, Montgomery County residents produced the
largest number of account holders, accounting for 33% of all new enrollments. Howard County was the second largest source of new
enroliments (15%), followed by Anne Arundel (12%), and Baltimore (7%) counties, as illustrated in the following chart:

ENROLLMENTS BY COUNTY
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Age of New Beneficiaries at Time of Enrollment
The infant age group provided the largest percentage of new enrollments of any age group in 2016-2017, with 20% of new
enrollments. This age group can be enrolled anytime during the year and is not limited to an enrollment period.
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Maryland Prepaid College Trust

Tuition Plan Selected

The four-year University Plan was our most popular enrollment option in 2016-2017, with 30% of new enrollments. The next most
popular options were the one-year University Plan (25%) and the two-year University Plan (19%). Together, these three tuition plans

comprised 74% of total tuition plans purchased.

TUITION PLAN SELECTION
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Tuition Plan

STUDENTS USE PREPAID COLLEGE TRUST
TUITION BENEFITS AT COLLEGES NATIONWIDE

As of September 19, 2017, 4,244 students claimed their
benefits for the Fall 2017 semester. Approximately 64% of
these students are attending Maryland public colleges, while
36% are attending a wide variety of private and out-of-state
colleges across the country. The number of students
attending Maryland public colleges this year increased by
13%; whereas the number of students attending private or
out-of-state colleges decreased.

ACTUARIAL SOUNDNESS REPORT

The summary of the actuarial valuation issued by Gabriel
Roeder Smith & Company dated November 28, 2017, appears
on page 7. The purpose of the actuarial valuation is to assess
the future value of the Trust’s assets and its liabilities, and is
discounted to reflect their present value.

As of June 30,2017, the Trust was 149% funded with an
actuarial surplus of $382.4 million, as compared with the
previous fiscal year, where the Trust was 133% funded with
an actuarial surplus of $270 million.

There are two primary reasons for the increase in the

amount of the actuarial surplus. First, the Trust's investments
produced an overall return of 12.3% during fiscal year 2017, as
compared with the stated goal of 6.3%. This had a significant
positive effect on the actuarial valuation. Second, the
weighted average tuition at Maryland's public 4-year colleges
increased by 2.1% for the 2016-2017 academic year. This actual
increase is less than our projected tuition increase of 6%.
Since the actual increase was lower than our projection, this
also had a positive effect on actuarial valuation.

The key measures of soundness as of June 30 for each of the
most recent five fiscal years are included in the chart below:

2013 2014 2015 2016 2017

Actuarial Surplus/(Deficit) (mil)
Funded Ratio

$187.5 $3215 $294.7 $270.0 $3824
125% 143% 136% 133% 149%
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November 28, 2017

Treasurer Nancy K. Kopp

Board Chair

Maryland 529

217 E. Redwood Street, Suite 1350
Baltimore, Maryland 21202

Re: Maryland Prepaid College Trust Actuarial Valuation as of June 30, 2017
Dear Treasurer Kopp:

At the request of the Maryland 529 (“MD529”), Gabriel, Roeder, Smith & Company (“GRS”) has performed
an actuarial soundness valuation of the Maryland Prepaid College Trust (“MPCT”) as of June 30, 2017.
Although the term “actuarial soundness” is not specifically defined, the purpose of this actuarial valuation
is to evaluate the financial status of the MPCT as of June 30, 2017. This report should not be relied on for
any other purpose.

The attached full actuarial report presents the principal results of the June 30, 2017 actuarial valuation of
the MPCT, including the following:

e A comparison of the actuarial present value of the obligations for prepaid tuition contracts
purchased through June 30, 2017, with the value of the assets associated with the program as of
that same date;

e An analysis of the factors which caused the deficit/surplus to change since the prior actuarial
valuation; and

e A summary of the actuarial assumptions and methods utilized in the actuarial calculations.

As of June 30, 2017, the present value of all future tuition obligations under contracts outstanding (and
including future administrative expenses) at that date is $782.3 million. Fund assets as of June 30, 2017,
including the market value of program assets and the present value of installment contract receivables, is
$1,164.7 million. The present value of all future tuition obligations and installment contract receivables
are based on the actuarial assumptions used in the actuarial soundness valuation as of June 30, 2017,
including a discount rate assumption of 6.30%, assumed annual tuition increases of 6.00% and assumed
annual fee increases of 8.00%.

The difference between the market value of assets of $1,164.7 million and program obligations of $782.3
million represents a program surplus of $382.4 million as of June 30, 2017. The comparable program
surplus as of the last actuarial valuation as of June 30, 2016, was $270.0 million.

The funded ratio of the program as of June 30, 2017, is 148.9%. This compares with a funded ratio as of
June 30, 2016, of 133.3%.

120 North LaSalle Street | Suite 1350 | Chicago, lllinois 60602-3495
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Treasurer Nancy K. Kopp
Board Chair

Maryland 529
November 28, 2017
Page 2

To the best of our knowledge, the information contained in the full actuarial report is accurate and fairly
presents the actuarial position of the Maryland Prepaid College Trust as of June 30, 2017.

The valuation results set forth in the full actuarial report are based upon data and information, furnished
by MD529, concerning program benefits, financial transactions and beneficiaries of the MPCT. We
reviewed this information for internal year-to-year consistency, but did not audit the data. Further, the
data and information provided is through June 30, 2017, and does not reflect subsequent market
volatility. The major actuarial assumptions used in the actuarial valuation were provided by and are the
responsibility of MD529.

All calculations have been made in conformity with generally accepted actuarial principles and practices
commonly applicable to similar types of arrangements.

This is one of multiple documents comprising the actuarial report for the MPCT actuarial valuation.
Additional information regarding actuarial assumptions and methods, and important additional
disclosures are provided in the full actuarial valuation report as of June 30, 2017.

The signing actuaries are independent of MD529. Lance J. Weiss and Amy Williams are Members of the
American Academy of Actuaries and meet the Qualification Standards of the American Academy of
Actuaries to render the actuarial opinion herein.

Respectfully submitted,

Gabriel, Roeder, Smith & Company

Lance J. Weiss, EA, MAAA, FCA Amy Williams, ASA, MAAA, FCA
Senior Consultant and Team Leader Consultant

GRS




MARYLAND 529

SB & COMPAN Y 1«

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Board of Maryland 529
Report on the Financial Statements

We have audited the accompanying statement of net position of the Maryland Prepaid College
Trust (the Trust), a component unit of the State of Maryland, as of June 30, 2017, and the related
statements of revenues, expenses and change in net position and cash flows for the year then
ended, and the related notes to the financial statements, which collectively comprise the Trust’s
basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

The Trust’s management is responsible for the preparation and fair presentation of these
financial statements in accordance with accounting principles generally accepted in the United
States of America; this includes the design, implementation, and maintenance of internal control
relevant to the preparation and fair presentation of financial statements that are free from
material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the entity’s internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

200 International Circle ¢ Suite 5500 « Hunt Valley « Maryland 21030 « P 410.584.0060 « F 410.584.0061
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Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Trust as of June 30, 2017, and the change in its financial position and
its cash flows for the year then ended in accordance with accounting principles generally
accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that
management’s discussion and analysis, the schedule of proportionate share of net pension
liability and the schedule of contributions be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is required
by the Governmental Accounting Standards Board, who considers it to be an essential part of
financial reporting for placing the basic financial statements in an appropriate operational,
economical or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the
United States of America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management’s
responses to our inquiries, the basic financial statements, and other knowledge we obtained
during our audit of the basic financial statements. We do not express an opinion or provide any
assurance on the information because the limited procedures do not provide us with evidence
sufficient to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the Trust’s basic financial statements. The other data and information in
the Annual Report, which includes the profile of new college trust enrollments, actuarial
soundness report, and actuarial valuation letter is presented for purposes of additional analysis
and is not a required part of the basic financial statements. Such information has not been
subjected to the auditing procedures applied in the audit of the basic financial statements and,
accordingly, we do not express an opinion or provide any assurance on it.

Hunt Valley, Maryland
December 19, 2017 )jg ’L&T‘Mn G'Pfe_.
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Maryland Prepaid College Trust

MANAGEMENT’S DISCUSSION AND ANALYSIS

Our discussion and analysis of the Prepaid College Trust’s
financial performance provides an overview of its financial
activities for the fiscal year ended June 30, 2017. This
discussion is designed to provide a general overview of the
Trust's operations and Maryland 529's management analysis
of its financial statements. The discussion should be read in
conjunction with the Trust’s financial statements and notes,
which begin on page 17. Inquiries may be directed to the
Trust at Maryland529.com or by mailing your request to
217 E. Redwood Street, Suite 1350, Baltimore, MD 21202,
The financial statements of the Trust for the fiscal year ended
June 30, 2017, have been audited by SB & Company, LLC
who are also the independent public accountants for the
State of Maryland.

Prepaid College Trust Financial Statements

We have prepared the Prepaid College Trust financial
statements in accordance with the standards issued by
the Governmental Accounting Standards Board (GASB).
Financial statements provide information about the
operation of the Trust as a whole and present a long-term
view of the Trust's finances.

Financial Highlights

+ The Prepaid College Trust began receiving payments in
fiscal year 2017 from approximately 1,916 new enrollments
received during fiscal year 2016. This is because the initial
payments for these accounts were due on August 1,2016,
near the beginning of fiscal year 2017. Contract receipts
were lower than the past fiscal year which can be attributed
to overall contract sales being lower than contract sales in
fiscal year 2015, the income of which began to be realized
early in fiscal year 2016. Participants may be electing to
enroll in the College Investment Plan which experienced
increased contributions over the past year.

- Enrollment and other fees, as well as administrative

expenses of Maryland 529, are accounted for in the financial
statements of the Prepaid College Trust. Each account
holder enters into a contract with the Prepaid College

Trust for the prepayment of tuition. Each contract is for one
or two years of community college and/or a semester or
year(s) of university tuition benefits, which become available
based on the enroliment year(s) purchased and after the
contract has matured for at least three years. The Trust uses
fees from three sources to pay administrative expenses

of Maryland 529:

(1) A portion of all contract payments made to the Prepaid
College Trust — this fee has been 2.50% since the 2001
enrollment period;

(2) Enrollment and other fees paid to the Prepaid College
Trust; and

(3) Payments from the Program Manager of the College
Investment Plan. Earnings calculations for Fiscal Year
2017 were 7 basis points (.07%) on all College
Investment Plan assets with a guaranteed minimum
annual payment of $2 million for the remaining life of
the Services Agreement with the Program Manager.

Contract Receipts from Participants (in thousands)
Fiscal Year Ended June 30, 2017
$49,990

Fiscal Year Ended June 30, 2016
$52,540
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Revenues from enrollment fees have decreased due to a higher number of new enrollments being completed online at a fee
of $50 versus a fee of $75 by paper/mail, existing Account Holders adding semesters or years at a reduced fee of $20, and a lower
number of completed new enroliments by the end of the fiscal year as compared to the prior year. Fees received from the College

Investment Plan increased slightly from fiscal year 2016 due to an increase in Plan assets.

ENROLLMENT AND ADMINISTRATIVE FEES (in thousands)

Fiscal Year Ended

June 30, 2017

June 30, 2016

Prepaid College Trust
College Investment Plan

Total

INVESTMENTS (in thousands)

As of June 30, 2017

S
2,906

$2983

As of June 30, 2016

AMOUNT PERCENT AMOUNT PERCENT
Intermediate Duration Fixed Income $149,228 14.6% $ 155,468 17.9%
Senior Secured Loans 49,261 4.8% - -
High Yield Fixed Income 50,338 4.9% 56,152 6.5%
Emerging Market Debt 68,066 6.7% 80,920 9.3%
S&P 500 Core 65,041 6.4% 175,476 20.2%
Domestic Large Cap Value 52,846 5.2% 69,177 8.0%
Domestic Mid Cap Core 52,866 52% - -
Domestic Small Cap Core 45363 4.4% 69,495 8.0%
Low Volatility US Equity 50,554 5.0% - -
International Equity 52,846 5.2% 36,378 4.2%
Developed Markets Equity - Large Cap 112,353 11.0% 64,319 74%
Developed Markets Equity - Small Cap Core 56,670 5.6% = =
Emerging Markets Equity 57,348 5.6% 24,461 2.8%
Private Real Estate 134,158 13.2% 51,032 5.9%
Private Equity 22,791 2.2% 17,015 2.0%
Domestic Large Cap Growth = = 21 =
Global Real Estate - - 39,272 45%
Commodities = = 28,912 3.3%
Total Investments $ 1,019,729 100.0% $ 868,098 100.0%

12
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Maryland Prepaid College Trust

ANALYSIS OF FINANCIAL POSITION AND RESULTS OF OPERATIONS

Statement of Net Position

The Statement of Net Position presents the assets, liabilities,
and net position of the Trust as of June 30, 2017. Net position
is defined as total assets less total liabilities. The Statement of
Net Position, along with all of the Trust's financial statements,
is prepared using the accrual basis of accounting. Under this
method of accounting, revenues and assets are recognized
when the enrollment materials are received in good order,
benefit distributions and refunds are recognized when paid,
and expenses and liabilities are recognized when others
provide the service, regardless of when cash is exchanged.

The Trust classifies assets and liabilities as current and
noncurrent. Current assets consist primarily of investments,
tuition contracts receivable, as well as cash and cash
equivalents. Of these amounts, investments comprise
approximately 95% of current assets. Tuition contracts

receivable represent virtually all of the noncurrent assets.
Current liabilities consist of the current portion of the
Trust's accrued tuition benefits. Also included in this
category are payments received in advance of their

due date, accounts payable and accrued expenses.
Noncurrent liabilities consist of accrued tuition benefits.

For the fiscal year ended June 30, 2017, the net position
of the Trust increased by $110.0 million. The largest
contributing factor to the increased overall position was
the investment performance of the portfolio. The Trust's
assets generated a 12.3% return on investment which was
higher than the 6.3% projected rate of return.

The following chart presents the condensed Statement of Net Position as of June 30, 2017 and June 30, 2016:

(in millions)

As of June 30, 2017 As of June 30, 2016

ASSETS
Current
Noncurrent
Deferred outflows related to pension
Total

LIABILITIES
Current
Noncurrent
Deferred inflows related to pension
Total

Net Position

$1,072.2 $986.7
107.9 116.2

5 3
1,180.6 1,103.2
81.0 83.6
717.1 747.0
798.1 830.6

S 3825 $ 2725
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Statement of Revenues, Expenses and
Changes in Net Position

Changes in net position are based on the activity presented
in the Statement of Revenues, Expenses and Changes in Net
Position. The purpose of this statement is to present both
operating and non-operating revenues received by the Trust
and the expenses, gains and losses incurred by the Trust.

Operating revenues consist of tuition contract revenue and
administrative fees, both of which are primarily generated
by new enrollments in the Trust. Operating expenses are
those expenses paid to acquire goods or services and tuition
benefits. Non-operating revenues are primarily revenues
received from investments.

For the fiscal year ended June 30, 2017, the Trust reported

an operating loss of $2.87 million. This loss was considerably
lower than the operating loss of $13.5 million reported

for fiscal year 2016. The loss was mainly the result of tuition
benefit expense exceeding tuition contract revenue by

$4.4 million in 2017 as opposed to $15.0 million in 2016.

The Trust also saw a decrease in the number of new contracts.

Non-operating revenue, which includes investment gains
of $95.8 million and $17.1 million of other investment
income increased $112.9 million for the fiscal year

ending June 30, 2017. Combined, operating loss and
non-operating revenue resulted in an increase in net
position of $110.0 million.

The chart below presents the condensed Statement of Revenues, Expenses and Changes in Net Position for the fiscal years ended

June 30, 2017 and June 30, 2016:

(in millions)

FISCALYEAR END
June 30, 2017 June 30, 2016

OPERATING REVENUES
Tuition Contracts
Administrative Fees

Total

OPERATING EXPENSES
Tuition Benefits
Administrative Expenses

Total

OPERATING LOSS

NON-OPERATING REVENUES
Change in Fair Value of Investments (Loss) Gain
Investment Income
Total

Change in Net Position

$ 321 $ 450
46 43
36.7 493
36.5 60.0
3.1 238
396 62.8
(2.9) (13.5)
95.8 (25.1)
17.1 15.5
1129 (9.6)
$110.0 $(23.1)
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Maryland Prepaid College Trust

Statement of Cash Flows

The Statement of Cash Flows presents cash flows by the following categories: operating, investing, and capital and related
financing activities. The net cash provided by or used by the Trust by category is also presented.

Decreases in cash were due primarily to fully investing the assets of the Trust’s investment portfolio but also attributable
to tuition benefit payments in excess of contract payments received by account holders.

The condensed Statement of Cash Flows for the fiscal years ended June 30, 2017 and June 30, 2016 is presented below:

(in millions)

FISCALYEAREND
June 30, 2017 June 30, 2016

CASH PROVIDED (USED) BY:
Operating Activities
Investing Activities
Net Change in Cash and Cash Equivalents

CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS, END OF YEAR

Budgetary Control and Financial Oversight

The Prepaid College Trust is administered by Maryland 529,
an independent State agency that does not receive an
appropriation from the State of Maryland for the purposes
of the college savings plans. The Board, however, in
accordance with the enabling legislation for the Prepaid
College Trust, prepares and submits an annual budget to
the Maryland General Assembly for informational purposes.
Also, in accordance with its fiduciary obligations, each
quarter the Board reviews a comparison of actual and
budgeted expenditures in connection with its
administration of the Trust.

Economic Factors

Long-term variances in projections, particularly for tuition and
investment returns, can affect the Trust’s financial position.
The Board and its actuarial consultant and investment advisor
review the assumptions used for tuition increases and
projected rate of return on investments at least annually.

This review includes an analysis of prior year trends in tuition
prices and investment performance. Specifically, the Board
reviewed the weighted average tuition for Maryland resident
students at four-year Maryland public universities, which
increased 2.1% from the 2016-2017 academic year. The
2015-2016 academic year also saw a 2.0% increase over the
previous academic year. The Board also reviewed the rate of
return on the Prepaid College Trust investments, which was a
gain of 12.3% and a loss of 0.7% for fiscal year

2017 and 2016, respectively.

$(13.8) $(7.8)
(38.7) 46.6
(52.5) 388
55.9 17.1

_ 5 34 _$559

As part of the Board'’s review of these factors, it consults

with its investment adviser and actuary and thoroughly
reviews various potential scenarios when developing future
projections that it believes to be reasonable. This year’s
projections were used in developing the Actuarial Soundness
Report as of June 30, 2017.

While both the Actuarial Soundness Report and the contract
prices are based on many projections, two key projections
are those for future tuition prices and investment returns.
These projections reflect the Board's prudent assessment

of long-term trends as recommended by the Board's
investment advisor and actuary. The Board believes that
these key projections, while subject to sudden and
unexpected changes in the future, are reasonable.

CAPITAL ASSETS
The Trust had no significant capital asset additions during
the fiscal years ended June 30, 2017 and June 30, 2016.

Additional questions and comments can be directed to
Maryland 529, 217 E. Redwood Street, Suite 1350,
Baltimore, MD 21202.
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Maryland Prepaid College Trust

STATEMENT OF NET POSITION AS OF JUNE 30, 2017

(amounts in thousands)

Tuition and  Administration/
Investments Operating Total
Assets
CURRENT ASSETS:
Cash and Cash Equivalents $ - $ 3,467 S 3467
Investments, at Fair Value 1,019,729 - 1,019,729
Tuition Contracts Receivable 47,443 - 47,443
Interest Receivable 755 - 755
Accounts Receivable - 513 513
Due (To)/From Primary Government - 308 308
Due (To)/From Fund (7,364) 7,364 -
Total Current Assets 1,060,563 11,652 1,072,215
NONCURRENT ASSETS:
Capital Assets, Net - 9 9
Tuition Contracts Receivable, Net of Current Portion 107,928 - 107,928
Total Noncurrent Assets 107,928 9 107,937
Total Assets 1,168,491 11,661 1,180,152
DEFERRED OUTFLOWS OF RESOURCES
Deferred Outflows Related to Pensions - 481 481
Total Deferred Outflows - 481 481
Total Assets and Deferred Outflows 1,168,491 12,142 1,180,633
Liabilities
CURRENT LIABILITIES:
Accrued Tuition Benefits 66,902 - 66,902
Advance Tuition Contract Payments 13,608 - 13,608
Accounts Payable and Accrued Expenses - 485 485
Compensated Absences - 49 49
Total Current Liabilities 80,510 534 81,044
NONCURRENT LIABILITIES:
Accrued Tuition Benefits, Net of Current Portion 715,406 - 715,406
Net Pension Liability - 1,602 1,602
Total Noncurrent Liabilities 715,406 1,602 717,008
Total Liabilities 795,916 2,136 798,052
DEFERRED INFLOWS OF RESOURCES
Deferred Inflows Related to Pensions - 40 40
Total Deferred Inflows - 40 40
Total Liabilities and Deferred Inflows 795916 2,176 798,092
Net Position
Net Investment in Capital Assets - 9 9
Unrestricted 369,254 9,957 379,211
Restricted
Administration 3,321 - 3,321
Total Net Position $372,575 $ 9,966 $ 382,541

See accompanying Notes to Financial Statements.
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STATEMENT OF REVENUES, EXPENSES AND CHANGE IN NET POSITION

FORTHE FISCAL YEAR ENDED JUNE 30, 2017

(amounts in thousands)

Tuition and  Administration/

Investments Operating Total

OPERATING REVENUES
Tuition Contracts $ 32,103 S - $ 32,103
Management Fee - 1,211 1,211
Maryland College Investment Plan Fees - 3,284 3,284
Enrollment and Other Fees - 68 68
Total Operating Revenues 32,103 4,563 36,666

OPERATING EXPENSES
Tuition Benefits 36,453 - 36,453
Salaries, Wages and Benefits - 1,403 1,403
Pension Expense - 216 216
Technical and Special Fees - 12 12
Communication - 104 104
Travel - 25 25
Marketing - 372 372
Contractual Services - 715 715
Supplies - 35 35
Fixed Charges - 188 188
Depreciation - 9 9
Total Operating Expenses 36,453 3,079 39,532
Operating Income (Loss) (4,350) 1,484 (2,866)

NON-OPERATING REVENUES

Net Increase in the Fair Value of Investments 95,758 - 95,758
Investment Income 17,117 - 17,117
Total Non-Operating Revenues, Net 112,875 - 112,875
TRANSFER TO RESTRICTED RESERVE 744 (744) -
Change in Net Position 109,269 740 110,009
Total Net Position, Beginning of Year 263,306 9,226 272,532
Total Net Position, End of Year $ 372,575 $ 9,966 $ 382,541

See accompanying Notes to financial Statements.
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Maryland Prepaid College Trust

STATEMENT OF CASH FLOWS
FORTHE FISCAL YEAR ENDED JUNE 30, 2017

(amounts in thousands)

Amount
CASH FLOWS FROM OPERATING ACTIVITIES:
Receipts from:
Account Holders $ 49,990
Maryland College Investment Plan Fees 3,328
Payments to:
Employees (1,589)
Marketing (185)
Contract Vendors (384)
Communication (82)
Universities and Account Holders (64,323)
Other Operating Expenses (550)
Net Cash from Operating Activities (13,795)
CASH FLOWS FROM INVESTING ACTIVITIES:
Custodial Fees (132)
Proceeds from Investments 101,841
Purchases of Investments (140,378)
Net Cash from Investing Activities (38,669)
CASH FLOWS USED FOR CAPITAL AND RELATED FINANCING ACTIVITIES:
Purchase of Capital Assets 4)
Net Cash from Capital and Financing Activities 4)
Net Decrease in Cash and Cash Equivalents (52,468)
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR &
CASH AND CASH EQUIVALENTS, END OF YEAR § 3467
RECONCILIATION OF OPERATING INCOME TO NET CASH FROM OPERATING ACTIVITIES:
Operating Loss $ (2,866)
ADJUSTMENTS TO RECONCILE OPERATING LOSS TO NET CASH FROM OPERATING ACTIVITIES:
Depreciation 9
EFFECT FROM CHANGE IN NON-CASH OPERATING ASSETS AND LIABILITIES:
Accounts Payable 51
Compensated Absences (21)
Accounts Receivable 56
Tuition Contracts Receivable 21,818
Advance Contract Payments (4,649)
Accrued Tuition Benefits Payable (28,392)
Pension Liability 199
Net Cash from Operating Activities $(13,795)
NON-CASH TRANSACTIONS:
Unrealized Gain on Investments S 11,419

See accompanying Notes to Financial Statements.
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NOTES TO FINANCIAL STATEMENTS
Year Ended June 30, 2017

1. ORGANIZATION AND PURPOSE

The purpose of the Maryland Prepaid College Trust (Trust)

is to provide a means for payment of the cost of tuition

and mandatory fees in advance of enrollment at eligible
institutions of higher education. It provides for the payment
of tuition and mandatory fees based in part on current costs
of Maryland public colleges and universities. An account
holder enters into a contract for the future payment of tuition
and mandatory fees for a beneficiary. When the beneficiary
enrolls in college, the Trust will pay the contract benefits.
The beneficiary has 10 years after the projected enrollment
year, plus the number of years purchased, to use the contract
Benefits. This time period may be extended by any time
served in active U.S. military duty. The contract benefits are
based on State of Maryland resident rates for Maryland
four-year public colleges and universities and in-county rates
for Maryland community colleges. Contract benefits can be
used towards these costs at any accredited, degree granting,
private or out-of-state college or university that is considered
a Qualified Higher Education Institution.

The Maryland General Assembly created the Trust during the
1997 legislative session. The Trust is a program of Maryland
529 (formerly the College Savings Plans of Maryland), a
component unit and independent agency of the State of
Maryland (State), authorized by the Maryland Annotated Code
(Code), Education Article, Section 18, Subtitle 19 (Enabling
Legislation). The Maryland 529 Board (Board) directs the Trust.
The Board consists of 11 members; six of which are ex-officio
members. The ex-officio members are the Comptroller of the
State of Maryland, the Treasurer of the State of Maryland, the
Secretary of Higher Education, the State Superintendent of
Schools, the Chancellor of the University System of Maryland,
and the Secretary of Disabilities. The five remaining members
are public members appointed by the Governor.

By law, the Trust's funds are not considered moneys of the
State and may not be deposited into the General Fund of the
State of Maryland. Funds remaining in the Trust at the end

of any fiscal year remain in the Trust rather than reverting to
the State General Fund. In addition, all administrative costs

for Maryland 529 (including the Maryland College Investment
Plan), are accounted for in the financial statements of the Trust.

Legislation passed in 2000 established an additional financial
guarantee that requires the Governor to include in his/her
budget the amount of any shortfall of Trust assets needed

to pay current contract liabilities. As with all aspects of

the Governor's budget, the Maryland General Assembly has
final approval of any amount included therein. Based on
information contained within the Actuarial Soundness Report
dated November 28, 2017 and issued by Gabriel Roeder Smith

& Company, as of June 30, 2016, the Governor would not be
required to include an amount in any future budget. If a future
appropriation would be required and the Maryland General
Assembly does not fully fund the budget request, the Board
may adjust the terms of subsequent or current contracts to
ensure continued actuarial soundness of the Trust. As of June
30, 2016, the Trust assets exceeded its discounted estimated
liability for future tuition and mandatory fee payments.

Legislation passed in 1998 and 1999 established tax incentives
for Maryland residents participating in the Trust. Contributions
made by an account holder to the Trust may be deducted
from Maryland State adjusted gross income in an amount up
to $2,500 for each contract annually. Contributions made in
excess of $2,500 per account in a single year may be carried
forward and deducted from an account holder’s State
adjusted gross income in consecutive future years until the
full amount contributed to the account has been deducted.
Beginning January 1, 2002, earnings on contributions are

tax free for Federal and State purposes when used toward
eligible qualified higher education expenses. The Trust is a
component unit of the State of Maryland.

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Measurement Focus and Basis of Accounting

The activities operated by the Trust are accounted for as an
enterprise fund. An enterprise fund focuses on the flow of
economic resources, which, together with the maintenance
of equity, is an important financial indicator. The preparation
of financial statements in conformity with accounting
principles generally accepted in the U.S. requires management
to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure as of the
date of the financial statements. Actual results could differ
from those estimates. Therefore, the accompanying financial
statements have been prepared on the accrual basis of
accounting whereby revenues are recorded when earned
and expenses are recorded when incurred, regardless of the
timing of cash flows.

The Trust's tuition and investment net position is classified

as unrestricted assets. It distinguishes operating revenues
and expenses from non-operating items. Operating revenues
and expenses generally result from providing services in
connection with the Trust’s principal ongoing operations.
Revenues and expenses not meeting this definition are
reported as non-operating revenues and expenses. The
principal operating revenues of the Trust are tuition contract
payments and enrollment fees. The principal non-operating
revenues are investment gains and income.

20
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Maryland Prepaid College Trust

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

Revenue Recognition

The Trust records revenue for tuition contracts in the year the
Trust enters into contracts with the account holder. Tuition
contracts receivable is recorded at the present value of
future expected contract payments. The Trust uses a 6.3%
discount rate, which is based on the anticipated rate of
return on investments over the life of the prepaid contract.
The Trust recognizes revenue for enrollment fees when an
enroliment fee is received and the contract is accepted by
the Board. Payments received in advance of due dates
from account holders are recorded as a deferred liability.

Tuition Contracts Receivable

Tuition contracts receivable as of June 30, 2017 represents
management’s estimate of the present value of future
contract payments. This is calculated by using a 6.30%
discount rate.

Capital Assets

Capital assets are stated at cost less accumulated depreciation.

Capital assets are depreciated on a straight-line basis over the
following useful lives:

Computers 3 years
Furniture 10 years
Equipment 5 years
Software 3 years
Perpetual Software License 7 years

The capitalization threshold for all capital assets is $500.

Tuition Contracts Payable

Tuition contracts payable as of June 30, 2017 as reported
on the Statement of Net Position represents management’s
estimate of the present value of future tuition benefit
payments. This is calculated by using a 6.30% discount rate.

Compensated Absences

The Trust accrues for obligations that may arise in connection
with compensated absences for annual leave at the current
rate. Employees fully vested in all earned but unused

annual leave, up to a maximum of 600 hours, are eligible to
receive compensation, at the current rate, on termination

of State employment.

Risk Management

The Trust is exposed to various risks of loss related to torts;
theft of, damage to, and destruction of assets; errors and
omissions; injuries to and illness of employees; and
natural disasters.

The Trust participates in the State’s various self-insurance
programs. The State is self-insured for general liability,
property and casualty, workers compensation and certain
employee health benefits. In addition, the Trust and the Board
are covered under the Maryland Tort Claims Act, Md. State
Gov't Code Ann. §§ 12-101 et seq.

The State allocates the cost of providing claims servicing
and claims payment by charging a “premium”to the Trust
based on a percentage of the Trust's estimated current year
payroll or based on the average loss experienced by the
Trust. This charge considers recent trends in actual claims
experience of the State as a whole and makes provisions
for catastrophic losses.

The Trust is also exposed to various risks of loss related
to securities fraud.

There have been no significant reductions in insurance
coverage from the prior year. There have never been any
insurance claims against the Trust; therefore, the amount
of settlements has not exceeded insurance coverage in
the past three fiscal years.

Use of Estimates

The preparation of financial statements in conformity with
accounting principles generally accepted in the United States
of America requires management to make estimates and
assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities as
of the date of the financial statements and reported amounts
of revenue and expenses during the reporting period. Actual
results could differ from those estimates.

Recent Accounting Pronouncement

GASB No. 75, Accounting and Financial Reporting for
post-employment Benefits Other Than Pensions. The Trust will
be analyzing the effect of this pronouncement and plans
to adopt it as applicable by its effective date.

3.CASH AND CASH EQUIVALENTS

Custodial Risk

Cash and cash equivalents consist of amounts maintained
in bank accounts controlled by the Trust and overnight
investments with original maturities of 90 days or less.
Cash deposits of the Trust are made in accordance with the
State statutes, which requires approved depositories to
pledge collateral as provided in the State statutes for

these deposits.
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As of June 30, 2017, the carrying amount of the Trust’s
demand and time deposits was $3,467,475. This includes
funds invested in short term investments at the Custodian
offset by outstanding checks issued to account holders
and institutions.

4. INVESTMENTS

The Maryland Prepaid College Trust Statement of Investment
Policy (Investment Policy), adopted by the Board as required
by the Enabling Legislation, allows the Trust to purchase
investments including domestic, international and private
equities; domestic, foreign and high yield bonds; global real
estate equities; private real estate; commodities and other
governmental agency instruments, as well as money

market deposits based on the Investment Policy’s specified
portfolio allocation.

The Board approves the portfolio allocation, which considers
the investment safety and liquidity characteristics while
aiming for the specified yield target of the Trust. It is
management’s practice to have no investments with longer
maturities than what is expected to fund tuition obligations
based on actuarial projections.

Investments are stated at fair value. Unrealized appreciation
and depreciation on investments due to changes in fair value
is recognized in the Trust’s operations each year. Investments
are valued on a daily basis except for private equity and
private real estate, which are valued on a quarterly basis.
Private investments are $156,949,076 or 15.4% of net
investments as of June 30, 2017.

As of June 30, 2017, the Trust had the following investment maturities:

DURATION ON FIXED INCOME INVESTMENTS (amounts in thousands)

Security Type Fair Value <1Year 1-5Years 6-10Years 10-15+Years
Total Bond Market $ 49,924 $ 49924 $ - $ - S -
Core Fixed Income 99,304 6,406 47,310 26,608 18,980
High Yield Fixed Income 50,338 50,338 - - -
Emerging Market Debt 68,066 68,066 - - -
Senior Secured Loans 49,261 1,546 21,214 26,501 =
TOTAL $ 316,893 $ 176,280 $ 68,524 $ 53,109 $18,980
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4.INVESTMENTS (CONTINUED)

The Trust categorizes its fair value measurements within
the fair value hierarchy established by generally accepted

accounting principles. The hierarchy is based on the

valuation inputs used to measure the fair value of the asset.

Level 1 inputs are quoted prices in active markets for

identical assets; Level 2 inputs are other observable inputs
based on inactive markets; Level 3 inputs are significant

unobservable inputs and valuations based on assumptions

used by fund managers.

The Trust has the following fair value measurements as of June 30, 2017:
INVESTMENTS BY FAIR VALUE LEVEL (in thousands)

Quoted Pricesin  Significant Other  Significant
Active Markets for Observable Unobservable
Identical Assets Inputs Inputs
Security Type Fair Value (Level 1) (Level 2) (Level 3)

Large Cap Core $ 65041 S 65041 S - S -
Large Cap Value 52,846 52,846 - -
Mid Cap Core 52,866 52,866 = =
Small Cap Core 45,363 45,363 - -
Low Volatility 50,554 50,554 = =
International Developed Markets 112,353 112,353 - -
International Equity 52,846 52,846 = =
International Small Cap 56,670 56,670 - -
International Emerging Equity 57,348 57,348 = =
Private Equity 22,791 - - 22,791
Total Bond Market 49,924 49924 - -
Core Fixed Income 99,304 99,304 - -
High Yield Fixed Income 50,338 = 50,338 =
Emerging Market Debt 68,066 - 68,066 -
Private Real Estate 72,038 = - 72,038
TOTAL INVESTMENTS BY FAIR VALUE LEVEL 908,348 $ 695,115 $ 118,404 $ 94,829
Investments measured at the net asset value (NAV) - -

Senior Secured Loans 49,261

Private Real Estate 62,120

Total Investments measured at NAV 111,381

TOTAL INVESTMENTS AT FAIR VALUE $1,019,729

INVESTMENTS MEASURED AT NAV

The valuation method for investments measured at the net asset value (NAV) per share (or its equivalent) at June 30, 2017

are presented in the following tables.

Redemption
Frequency
Unfunded (if Currently Redemption
Fair Value Commitments Eligible) Notice Period
Senior Secured Loans S 49,261 $ - Monthly 10 days
Private Real Estate 62,120 - Quarterly 45 days
TOTAL INVESTMENTS MEASURED AT NAV $ 111,381
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4.INVESTMENTS (CONTINUED)

Credit Risk

The investment management agreement with specific bond
managers details the minimum quality standards for the
Trust’s bond portfolios. The Trust continually monitors the
portfolios to ensure the minimum quality standards are met.
If a particular portfolio falls below these standards, the Trust
monitors the assets and makes prudent changes where
required. The Trust’s mutual fund investments are not subject

to classification by credit risk because the Trust owns units
rather than specific securities. Unless there is information
to the contrary, obligations of the U.S. Government or
obligations explicitly guaranteed by the U.S. Government
are not considered to have credit risk. In reviewing the
ratings of the Trust’s bond portfolios, the Trust assesses
quality based on the highest ratings from two of three
ratings agencies utilized by the Trust.

As of June 30, 2017, the holdings in the Trust's bond portfolios were rated as follows:

RATINGS BY ORGANIZATION
Fair Value Average Standard
(amounts in thousands)  Rating Moody'’s & Poors Fitch
$57416 AAA Aaa AAA AAA
1,149 AA+ Aa2 AA+ AAA
269 AA Aa3 AA AAA
2,042 AA- Al AA- A+
3,261 A+ A2 A+ A+
7,833 A A3 A- A-
11,641 A- Baal BBB+ A-
= BBB+ Baal BBB+ BBB+
5,703 BBB Baa2 BBB BBB
2,387 BBB- Baa3 BBB- BBB-

Concentration of Credit Risk

The Trust's policy for reducing the risk of loss is detailed in
the Investment Policy and in the investment guidelines for
separately managed accounts. These guidelines limit a single
investment to 5% of each bond portfolio’s market value,
except U.S. Treasury notes and bonds. It also limits a single
investment to 10% of the equity portfolio’s market value.
Additionally, the manager specific guidelines define

the maximum allocation allowed in a single sector.

Custodial Risk

The Trust's securities are issued in the Trust’s name and
are maintained in accounts held by U.S. Bank, the Trust’s

custodian since June 30, 2015.
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5.CAPITAL ASSETS
Capital assets activity for the year ended June 30, 2017 was as follows (amounts in thousands):

Beginning Ending
Balance Additions Reductions Balance
CAPITAL ASSETS BEING DEPRECIATED:
Computers $ 263 S 2 $- $ 265
Furniture 29 2 - 31
Equipment 5 - - 5
Software 57 - - 57
Perpetual Software License 561 - - 561
Total Capital Assets at Historical Cost 915 4 - 919
LESS ACCUMULATED DEPRECIATION FOR:
Computers 257 7 - 264
Furniture 21 2 - 23
Equipment 5 - - 5
Software 57 - - 57
Perpetual Software License 561 - - 561
Total Accumulated Depreciation 901 9 - 910
Capital Assets, Net $ 14 $(5) $- $ 9

6. ACCOUNTS PAYABLE AND ACCRUED EXPENSES
As of June 30, 2017, accounts payable and accrued expenses consiste